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DEPARTMENT PASS TREASURY AND FEDERAL RESERVE 

E.O. 11652: N/A 
TAGS: EFIN, GW 

SUBJECT: FINANCIAL DEVELOPMENTS (WEEK ENDING 
SEPTEMBER 4) 

1. SELLING PRESSURE ON BOND MARKET DECLINES: DURING 
THE REPORTING WEEK THE SELLING PRESSURE ON THE BOND 
MARKET SLOWED, AND THE BUNDESBANK REPORTEDLY PURCHASED 
ONLY DM 250 MILLION IN BONDS OF THE FEDERAL GOVERNMENT, 
THE FEDERAL RAILROAD AND THE FEDERAL POSTAL SYSTEM TO 
PREVENT A PRICE DECLINE. SINCE THE BEGINNING OF BUNDES- 
BANK INTERVENTIONS ON THE BOND MARKET IN LATE JUNE THE 
BANK HAS ACQUIRED SOME DM 3.5 BILLION IN PUBLIC BONDS. 
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2. BANKING SUPERVISORY AUTHORITY CRITICIZES BOOKING 
PRACTICES OF GERMAN BANKS: ACCORDING TO PRESS REPORTS, 
THE GERMAN BANKING SUPERVISORY AUTHORITY HAS URGED 
GERMAN AUDITORS TO BE MORE CRITICAL IN REVIEWING 
BOOKING PRACTICES OF GERMAN BANKS WITH REGARD TO THEIR 
SECURITY HOLDINGS. GERMAN BANKS APPARENTLY BOOK LARGE 
HOLDINGS OF SECURITIES OF INDIVIDUAL FIRMS UNDER THE 
ITEM "OTHER SECURITIES" INSTEAD OF THE ITEM "PARTI- 
CIPATIONS" (UNDER WHICH THEY SHOULD BE BOOKED IN 
OPINION OF THE SUPERVISORY AUTHORITY). THE BANKS 
SUPPOSEDLY PREFER THE "OTHER SECURITIES" LISTING FOR 
THREE REASONS: A) GERMAN BANKS HAVE BECOME INCREASINGLY 
SENSITIVE TO CRITICISM THAT THEIR PARTICIPATIONS IN 

FIRMS ARE TOO HIGH AND THAT THEY THEREBY EXERCISE 
AN EXCESSIVE CONTROL OVER THE GERMAN ECONOMY. 

B) ACCORDING TO THE GERMAN BANKING LAW, PARTICI- 
PATIONS HELD BY AN INDIVIDUAL BANK SHOULD NOT EXCEED 
THE OWNED CAPITAL OF THAT BANK. THUS, BY BOOKING 
SECURITY HOLDINGS UNDER ANOTHER ITEM THAN "PARTI- 
CIPATIONS" GERMAN BANKS CAN CIRCUMVENT THE LIMIT 
ESTABLISHED BY THE BANKING LAW. C) SINCE GERMAN 
VALUATION RULES ALLOW, UNDER CERTAIN CONDITIONS, A 
LOWER VALUATION OF SECURITIES UNDER THE ITEM "OTHER 
SECURITIES" THAN UNDER "PARTICIPATIONS" THE BANKS 
COULD, BY BOOKING SECURITY HOLDINGS UNDER THE FIRST 
ITEM, REDUCE THEIR PROFITS. 

3. REDUCTION IN INTEREST RATES FOR EXPORT CREDITS: 
EFFECTIVE SEPT 1, THE AUSFUHRKREDITGESELLSCHAFT (AKA; 
EXPORT CREDIT CORPORATION) WILL REDUCE THE INTEREST 
RATE FOR EXPORT CREDITS OF ITS A FUND FROM 8 1/4 
PERCENT TO 7 3/4 PERCENT. (CREDITS FROM THE A FUND 

ARE PROVIDED BY THE AKA MEMBER BANKS TO FINANCE GERMAN 
SUPPLIER CREDITS.) AT THE SAME TIME THE INTEREST RATE 
FOR EXPORT CREDITS OF THE C FUND WAS REDUCED BY 1/4 
PERCENT TO 8 PERCENT. (C FUND CREDITS ARE PROVIDED BY 
AKA MEMBER BANKS FOR THE GRANTING OF BUYER CREDITS.) 
INTEREST RATES FOR CREDITS FROM THE B FUND (A REDISCOUNT 
LINE FROM THE BUNDESBANK) ARE TIED TO THE BUNDESBANK'S 
REDISCOUNT RATE AND DECLINED AUTOMATICALLY FROM 6 
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PERCENT TO 5 1/2 PERCENT IN CONNECTION WITH THE AUGUST 15 
1/2 PERCENT REDUCTION OF THE REDISCOUNT RATE. 

4. MONEY SUPPLY: DURING JULY THE NARROWLY DEFINED 
MONEY SUPPLY (Ml) INCREASED ONLY SLIGHTLY (BY DM 0.2 
BILLION) WHILE THE WIDELY DEFINED MONEY SUPPLY (M2) 
DECLINED BY DM 0.7 BILLION, BOTH FIGURES SEASONALLY 
ADJUSTED. THE PAST SIX MONTHS (FEBRUARY TO JULY) TAKEN 
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TOGETHER ON A SEASONALLY ADJUSTED YEARLY RATE BASIS 
PRODUCED A 10.8 PERCENT DECLINE IN M2 AND A 12 PERCENT 
CLIMB IN Ml. THE DECLINE IN M2 WAS APPARENTLY DUE TO, 

AS IN PREVIOUS MONTHS, A SHIFT FROM TIME DEPOSITS (WITH 
MATURITIES UP TO 4 YEARS) TO SAVINGS DEPOSITS. 

HOWEVER, SUCH TRANSACTIONS APPEAR TO HAVE SLOWED DOWN 
CONSIDERABLY. IF SAVINGS DEPOSITS WITH LEGAL PERIOD OF 
NOTICE (ONE MONTH) ARE INCLUDED IN THE MONEY SUPPLY (M3), 
THE MONEY SUPPLY, IN THIS DEFINITION, ROSE BY 2.9 PERCENT. 


UNCLASSIFIED 


NNN 

UNCLASSIFIED 

PAGE 01 BONN 14545 02 OF 03 051856Z 
40 

ACTION EUR- 12 

INFO OCT-01 EA-09 ISO-OO NSC-05 CIAE-00 INR-07 NSAE-00 

PA-02 USIA-15 PRS-01 SP-02 CIEP-02 OMB-01 CEA-01 

STR-04 COME-OO FRB-01 TRSE-00 XMB-04 SEC-01 L-03 /071 W 

1 14777 

R 051828Z SEP 75 
FM AMEMBASSY BONN 
TO SECSTATE WASHDC 2659 
INFO AMEMBASSY BERN 
AMEMBASSY BRUSSELS 
AMEMBASSY LONDON 
AMEMBASSY PARIS 
AMEMBASSY ROME 
AMEMBASSY TOKYO 
USMISSION EC BRUSSELS 
USMISSION OECD PARIS 
AMCONSUL FRANKFURT 

UNCLAS SECTION 02 OF 03 BONN 14545 


THIS IS SUBSTANTIALLY BELOW THE BUNDESBANK'S 8 PERCENT 
GROWTH GOAL FOR CENTRAL BANK MONEY IN 1975. THE LOW 
MONETARY EXPANSION IN JULY WAS MAINLY ATTRIBUTABLE TO 
A DM 3 BILLION DECLINE OF (SEASONALLY ADJUSTED) BANK 
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CREDITS TO THE PRIVATE ECONOMY. IN THE FIRST SEVEN 
MONTHS OF 1975 SUCH CREDITS ROSE BY ONLY DM 2.0 BILLION 
AS COMPARED WITH DM 20.2 BILLION AND DM 30.0 BILLION IN 
THE SAME PERIODS IN 1974 AND 1973. DURING JULY THE 
INDIVIDUAL DETERMINANTS AND COMPONENTS (SEASONALLY 
ADJUSTED) OF THE MONEY SUPPLY DEVELOPED AS FOLLOWS: 

1975 1974 

JULY JUNE JULY 

BANK LENDING TO DOMESTIC NON- 
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BANKS 3.3 6.7 4.2 

NET EXTERNAL ASSETS OF BANKS 
(INCL. BUNDESBANK) 0.6 1.7 -1.4 

SAVINGS DEPOSITS AND SAVINGS 
BONDS 3.5 3.6 0.8 

TIME DEPOSITS (1) AND OUTSTANDING 
BANK BONDS (2) 1.5 0.6 1.8 

OFFICIAL ASSETS HELD AT CENTRAL 
BANK -2.3 2.0 -1.0 

OTHER -2.1 -3.6 -1.2 

MONEY SUPPLY (M2) -0.9 -1.4 -0.0 

OF WHICH: CURRENCY IN 
CIRCULATION AND SIGHT 
DEPOSITS (Ml) 0.0 4.6 1.7 

TIME DEPOSITS WITH MATURI- 
TIES UP TO 4 YEARS -0.9 -6.0 -1.7 

(1) WITH MATURITIES OF 4 YERAS AND MORE. 

(2) EXCLUDING BONDS HELD BY BANKS. 

5. FOREIGN EXCHANGE MARKET: THE GERMAN FOREIGN 
EXCHANGE MARKET REMAINED RATHER CALM. DURING THE 
REPORTING WEEK SPOT AND FORWARD DOLLAR RATES DEVELOPED 
AS FOLLOWS: 


FORWARD DOLLARS 
(DISCOUNTS IN PCT. P.A.) 

SPOT DOLLARS ONE-MONTH THREE-MONTH 


AUGUST 29 DM 2.5847 

-3.5 

SEPT 1 

2.5873 

-3.5 

-3. 

2 

2.5890 

-3.0 

-3.8 

3 

2.5755 

-2.8 

-3.8 

4 

2.5760 

-3.3 

-3.7 


SINCE AUGUST 29 THE DEUTSCHEMARK IS NO LONGER THE 
WEAKEST CURRENCY WITHIN THE JOINT FLOAT. ON THAT DATE 
THE NORWEGIAN CROWN DECLINED SLIGHTLY BELOW ITS DEUTSCHE- 
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MARK CENTRAL RATE AND HAS REMAINED SINCE THEN AT THAT 
POSITION. THE OTHER FLOAT CURRENCIES, HOWEVER. REMAINED 
ABOVE THEIR DEUTSCHEMARK CENTRAL RATES. (THE DEUTSCHE- 
MARK HAD BEEN THE WEAKEST FLOAT CURRENCY SINCE EARLY 
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MARCH OF THIS YEAR.) 

6. MONEY MARKET: IN LATE AUGUST THE GERMAN MONEY 
MARKET TIGHTENED SUDDENLY. IN VIEW OF THIS DEVELOPMENT 
THE BUNDESBANK RESUMED ON AUGUST 28 ITS SPECIAL 
PURCHASES FROM BANKS OF BILLS ABOVE THE BANKS' NORMAL 
REDISCOUNT QUOTAS. THE BUNDESBANK PURCHASES SUCH 
BILLS AT THE 4 PERCENT REDISCOUNT RATE FOR A PERIOD OF 

lO DAYS. HOWEVER, DESPITE THIS ACTION, THE CALL MONEY 
RATES EXCEEDED SUBSTANTIALLY THE REDISCOUNT RATE AND 
DECLINED TO ABOUT THAT RATE ONLY ON SEPTEMBER 3. DURING 
THE REPORTING WEEK FRANKFURT INTER BANK MONEY RATES 
DEVELOPED AS FOLLOWS: 

CALL MONEY ONE-MONTH MONEY THREE-MONTH MONEY 

AUGUST 29 4.9-5. 1 3.S-3.9 3.7-4.1 

SEPT 1 4.7-5.0 3.7-4.0 3. 8-4.2 

2 4.6-4.9 3.7-4. 1 3.8-4.2 

3 4.0-4.3 3.7-4. 0 3.7-4.0 

4 3.9-4. 1 3. 7-4.0 3.7-4.0 

7. BUNDESBANK FOREIGN POSITION: IN THE LAST WEEK OF 
AUGUST (AUGUST 24-31) THE BUNDESBANK'S NET FOREIGN 
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POSITION INCREASED BY DM 0. 1 BILLION TO DM 80.2 BILLION. 
GERMANY'S IMF GOLD TRANCHE POSITION DECLINED BY DM 30 
MILLION AND LIQUID FOREIGN EXCHANGE HOLDINGS BY DM 249 
MILLION. GROSS LIABILITIES DECLINED BY ABOUT DM 380 
MILLION. 

8. BANK LIQUIDITY: IN THE LAST WEEK OF AUGUST BANK 
LIQUIDITY DECLINED BY DM L.7 BILLION. PRINCIPAL 
FACTORS REDUCING LIQUIDITY WERE THE USUAL INCREASE IN 
CURRENCY IN CIRCULATION AT THE END OF A MONTH (DM 3.5 
BILLION) AND AN INCREASE IN THE BANKS' HOLDINGS OF 
RESERVES AT THE BUNDESBANK (DM 2.4 BILLION). MAIOR 
FACTORS INCREASING LIQUIDITY WERE USUAL END-OF-MONTH 
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PAYMENTS OF PUBLIC AUTHORITIES REDUCING OFFICIAL NET 
ASSETS HELD AT THE BUNDESBANK BY DM 1.2 BILLION AND 
DM 0.5 BILLION OF BUNDESBANK BOND PURCHASES. OTHER 
FACTORS INCREASED LIQUIDITY BY DM 2.5 BILLION, NET. 

THE BANKS FINANCED THE LIQUIDITY LOSS BY INCREASING 
LOMBARD BORROWINGS (DM 1.0 BILLION) AND SELLING BILLS 
TO THE BUNDESBANK UNDER THE SPECIAL lO DAY FACILITY 
(DM 1.0 BILLION - SEE PARAGRAPH 6 ABOVE). AT THE 
SAME TIME THEY REDUCED REDISCOUNT BORROWINGS BY DM 0.3 
BILLION. 

9. BOND MARKET: DESPITE BUNDESBANK OPEN MARKET 
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PURCHASES OF PUBLIC BONDS, THE FAZ AVERAGE YIELDS TO 
MATURITY OF OUTSTANDING DOMESTIC BONDS INCREASED 
FURTHER. DURING THE REPORTING WEEK THEY DEVELOPED 
AS FOLLOWS: 

8 PERCENT 7 PERCENT 6 PERCENT 


AUGUST 29 
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